
Consolidating your superannuation accounts is often considered a prudent step in streamlining
your retirement planning. By merging multiple funds, individuals can reduce account fees,
simplify investment tracking, and gain a clearer picture of their financial future. However, when
your superannuation includes Total and Permanent Disability (TPD) insurance, fund
consolidation can have unintended, and potentially costly tax consequences.

A Common Oversight: Tax Implications in TPD Claims
While the administrative and cost-saving benefits of combining super funds are well publicised,
a critical detail often escapes attention: how the consolidation process may affect your TPD
benefit, particularly from a tax perspective.

This issue arises due to the way the Australian Tax Office (ATO) calculates the taxable and tax-
free components of a TPD payout. Specifically, the start date of your superannuation fund plays
a crucial role in determining your tax treatment- and this date can change upon consolidation.

How Fund Start Dates Influence Tax Outcomes
When one superannuation account is rolled into another, the receiving fund typically adopts the
earliest commencement date of the accounts involved. For example:

Fund A: Commenced 1 January 1990
Fund B: Commenced 1 January 2020
After consolidation: New fund start date becomes 1 January 1990

At first glance, this backdating may appear inconsequential or even advantageous in some
contexts. However, in the case of a TPD claim, it can have significant tax implications.

The Importance of the Tax-Free Uplift
TPD benefits held within super are generally split into two components:

1.A tax-free component
2.A taxable component

To assist individuals who are permanently unable to work due to a disability, the ATO allows for
a tax-free uplift. This mechanism increases the tax-free portion of a TPD benefit and is
calculated using a formula that considers:

Your super fund’s service start date
Your age at the time of becoming disabled
Your preservation age

An earlier service start date reduces the amount of uplift applied, thereby increasing the taxable
portion of your benefit. Consequently, if you consolidate a newer fund into an older one, you
may inadvertently reduce the tax-free component of your future TPD claim, which can lead to a
larger tax liability.
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A Practical Example
Consider the following scenario:

You joined Fund A in 1990 but it remained largely inactive
You joined Fund B in 2020 and it includes your active TPD insurance
You consolidate by rolling Fund B into Fund A

If you become totally and permanently disabled in 2025, your superannuation fund (now
bearing a start date of 1990) would provide a significantly lower tax-free uplift than if the fund
had retained the 2020 start date. The result: a smaller portion of your benefit is tax-free, and you
face a higher tax bill.

What You Should Do Before Consolidating
Before consolidating super accounts, particularly where TPD insurance is involved, it is essential
to seek advice from a qualified financial adviser. A professional can:

Assess the implications of consolidation on your insurance coverage
Evaluate how a change in fund start date may affect potential TPD claim taxation
Recommend alternative approaches, such as retaining a separate fund for TPD cover

What may appear to be a straightforward administrative decision today could result in
significant financial loss should you need to claim under your TPD insurance in the future.

Key Considerations:
Superannuation consolidation alters your fund’s service start date, a key factor in TPD tax
calculations
An earlier start date reduces the allowable tax-free uplift, increasing the taxable portion of
your benefit
Professional advice is critical before consolidating super accounts, particularly those with
insurance components

While the consolidation of super funds may seem like a beneficial step toward financial
simplification, it is essential to understand the broader implications, especially in the context of
TPD insurance. Taking the time to seek expert guidance today could protect your entitlements
and prevent unnecessary tax liabilities tomorrow.

If you’re uncertain about how consolidation might affect your TPD coverage or potential tax
outcomes, consult a licensed financial adviser or claims specialist who can guide you through
the details with clarity and care.

christine.morgan@financialframework.com.au

(08) 6144-4000
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Disclaimer: This guide provides general information only. It does not consider your specific objectives, financial situation, or needs. You should seek
personalised advice before making any financial decisions. Financial Framework does not guarantee the accuracy or completeness of this information and
disclaims any liability for decisions made based on this guide.
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